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ACCOUNTING

NEWS
HAPPY BIRTHDAY AASB 15
The new revenue standard, AASB 15 Revenue from Contracts with Customers celebrates its third
birthday this month, being issued by the International Accounting Standards Board in May 2014.
Because application was delayed by one year from 1 January 2017 to 1 January 2018, many
preparers have put off their transition assignments because they think there is plenty of time, or
because they mistakenly believe that the new standard will not impact them in a material way.
The new revenue standard isn’t just about accounting – The whole business needs to be on board
Application of the new revenue standard is not just about accounting. The biggest challenge in
application is in respect of the changes to systems and processes that will be required, and in many
cases, revenue recognised will not equate to the invoiced/billed amounts.
Wayne Basford, BDO IFRS Leader Asia Pacific, and Judith Leung, BDO Senior Manager, recently
authored an article for the Chartered Accountants Australia and New Zealand on why the new
revenue standard, AASB 15 is about more than just accounting.
The article highlights how systems changes may be required at every stage of the new five step
revenue recognition model. In a large number of cases AASB 15 will change the pattern or amount
of revenue recognition. For these types of transactions, revenue will no longer be able to be
recorded in the accounting systems based on invoiced amounts. This means that significant process
and systems changes will be required to be able to properly account for revenue under AASB 15.
The article explains how AASB 15 revenue recognition requirements may change current practice,
and why systems and process changes would be required, including:
• Step 1: Combining contracts
• Step 1: Modifying contracts
• Step 2: Identifying different performance obligations
• Step 3: Variable consideration and constraining estimates
• Step3: Variable consideration and financing components
• Step 5: Recognising revenue when each performance obligation is satisfied.
More information
Please read the article for further information.
For assistance in applying AASB 15, please contact one of our IFRS Advisory consultants.
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In this edition, we celebrate the new revenue
standard, AASB 15 turning three, and continue
our series on ‘Blind Freddy’ common errors when
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Presentation of Financial Statements.
The reduction in corporate tax rates for small
businesses has now been substantively enacted,
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BLIND FREDDY –
COMMON ERRORS
IN PRESENTATION
OF FINANCIAL
STATEMENTS – PART 2
The ‘Blind Freddy’ proposition is a term used by Justice Middleton
in the case of ASIC v Healey & Ors [2011] (Centro case) to describe
glaringly obvious mistakes.
AASB 101 Presentation of Financial Statements is the standard which
sets out key principles around presentation of the four primary financial
statements, and is intended to assist users of financial statements in
understanding the performance of that entity.
Any ‘Blind Freddy’ error in applying AASB 101 is by its nature likely to
cause a user to either be misled, or to be provided with insufficient
information to make economic decisions, particularly in respect of
investing in that entity. Although AASB 101 does not contain any direct
guidance on measurement of accounting transactions, many of the
potential Blind Freddy errors can lead to users being misled. This in turn
results in preparers and auditors opening themselves up to significant
criticism and potential litigation.
AASB 101 is also the standard that led to Justice Middleton coining
the phrase ‘Blind Freddy’ in the Centro case, where even Blind Freddy
should have realised that the clear requirement in AASB 101 in respect of
classification debt as a current liability had not been followed.
In our April Accounting News article on this topic, we discussed Blind
Freddy errors relating to the following aspects of AASB 101:
1. The need to include four primary statements in a financial report
2. The layout of those primary reports
3. The need to include notes to support those primary statements

4. The need to include comparatives
5. The need to have the third balance sheet when there is retrospective
restatement
6. Key guidance as to going concern
7. Key guidance on disclosing estimates and judgements
8. Requirement to refer to the accounting framework
9. Requirement to provide additional disclosures where specific
disclosure requirements in accounting standards are insufficient
10. Offsetting
This month we highlight common errors made when classifying assets
and liabilities as current or non-current, and next month we will
conclude our AASB 101 Blind Freddy series with a discussion on financial
statement disclosures.
Blind Freddy error 1 – Incorrectly classifying assets as ‘current assets’
when not held for the purpose of trading
In order to present a more favourable financial position to users of
financial statements, including to meet bank covenants and other key
performance indicators, many entities may be motivated to attempt to
include as many assets as possible within current assets when they are
NOT primarily held for the purpose of trading.
An entity shall classify an asset as current when:
a) it expects to realise the asset, or intends to sell or consume it, in its
normal operating cycle;
b) it holds the asset primarily for the purpose of trading;
c) it expects to realise the asset within twelve months after the
reporting period; or
d) the asset is cash or a cash equivalent (as defined in AASB 107)
unless the asset is restricted from being exchanged or used to
settle a liability for at least twelve months after the reporting
period.
An entity shall classify all other assets as non-current.
AASB 101, paragraph 66
This common Blind Freddy error involves entities incorrectly classifying
assets such as investments in shares as current assets when they are not
held for trading.
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Blind Freddy error 2 - Presenting an asset as current when the entity does NOT intend to sell
or consume it within the next 12 months
Again, this Blind Freddy error may include wrongly classifying investments in shares as current
assets where it is not intended to sell these items in the next 12 months.
It may also apply to the presentation of inventory, receivables and work-in-progress (being
capitalised time costs for professional services firms) where realisation is not likely to occur in the
next 12 months.
A further example would be receivables with extended credit terms, including retention amounts
invoiced on construction contracts.
Similar misclassification may also occur in respect of prepayments, deposits, rental bonds etc.
where these will not be released in the next 12 months.
An entity shall classify an asset as current when:
a) it expects to realise the asset, or intends to sell or consume it, in its normal operating cycle;
b) it holds the asset primarily for the purpose of trading;
c) it expects to realise the asset within twelve months after the reporting period; or
d) the asset is cash or a cash equivalent (as defined in AASB 107) unless the asset is restricted
from being exchanged or used to settle a liability for at least twelve months after the
reporting period.
An entity shall classify all other assets as non-current.
AASB 101, paragraph 66
Blind Freddy error 3 – Presenting restricted ‘cash’ as a current asset
In a number of cases, an entity may be required to place cash on deposit to secure borrowings or
some sort of guarantee. If this cash is not accessible for 12 months, it cannot be shown as a current
asset.
The presentation of an asset as a current asset when it is non-current can lead to a material
misstatement in the financial statements. These Blind Freddy errors are likely to result in users
arriving at the wrong conclusion about the entity’s liquidity position and risks associated with the
entity becoming insolvent, or having to secure expensive finance, raise dilutive share capital, or to
dispose of assets at a discount.
AASB 101 is the standard that sets out very clear rules in respect of which assets are classified as
current. If these rules are broken it is likely ‘Blind Freddy’ accusations will follow – particularly if the
entity does subsequently have liquidity issues.
An entity shall classify an asset as current when:
...
d) the asset is cash or a cash equivalent (as defined in AASB 107) unless the asset is restricted
from being exchanged or used to settle a liability for at least twelve months after the
reporting period
Extract of AASB 101, paragraph 66
Blind Freddy error 4 - Presenting current liabilities as non-current
Back where it all began!
As demonstrated in the Cento Case and Justice Middleton coining the phrase ‘Blind Freddy’, failure
to comply with AASB 101’s clear rules about which liabilities are current can lead to material
misstatements.
An entity shall classify an asset as current when:
a) it expects to settle the liability in its normal operating cycle;
b) it holds the liability primarily for the purpose of trading;
c) the liability is due to be settled within twelve months after the reporting period; or
d) it does not have an unconditional right to defer settlement of the liability for at least twelve
months after the reporting period (see paragraph 73). Terms of a liability that could, at the
option of the counterparty, result in its settlement by the issue of equity instruments do not
affect its classification.
An entity shall classify all other assets as non-current.
AASB 101, paragraph 69
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Blind Freddy error 5 – Classification of liabilities where the original loan was for a period
greater than 12 months but the loan is now repayable within 12 months
A common area when classifying liabilities occurs where the original loan was for a term greater
than 12 months but with the passage of time, the loan is now due for repayment within 12
months. At the outset these loans would be correctly classified as non-current, but preparers
often forget to reclassify these as current liabilities when settlement is due within 12 months.
An entity classifies its financial liabilities as current when they are due to be settled within
twelve months after the reporting period, even if:
a) the original term was for a period longer than twelve months, and
b) an agreement to refinance, or to reschedule payments, on a long-term basis is completed
after the reporting period and before the financial statements are authorised for issue.
AASB 101, paragraph 72
Blind Freddy error 6 – Classification of liabilities as non-current when agreement to approve
refinancing is only agreed after the reporting date
The decision as to whether a loan is current or non-current is made at the reporting date (end of
the reporting period). This means that loans cannot be classified as non-current at reporting date
when they are due to be settled within 12 months from reporting date.
The fact that subsequent to the reporting date there is agreement with a financier to refinance the
loan, does not impact the classification of the loan at the end of the reporting period.
An entity classifies its financial liabilities as current when they are due to be settled within
twelve months after the reporting period, even if:
a) the original term was for a period longer than twelve months, and
b) an agreement to refinance, or to reschedule payments, on a long-term basis is
completed after the reporting period and before the financial statements are
authorised for issue.
AASB 101, paragraph 72
Blind Freddy error 7 - Presenting a loan as non-current where loan covenants are in breach at
reporting date
An entity must present a liability as current if, at the reporting date, it does not have an
unconditional right to defer repayment for 12 months. This AASB 101 requirement is particularly
relevant where an entity, at the reporting date, has breached a borrowing covenant, allowing the
lender to demand repayment.
The liability is current even if the lender has subsequent to the reporting date, agreed to waive the
breach.
When an entity breaches a provision of a long-term loan arrangement on or before the end of
the reporting period with the effect that the liability becomes payable on demand, it classifies
the liability as current, even if the lender agreed, after the reporting period and before the
authorisation of the financial statements for issue, not to demand payment as a consequence of
the breach. An entity classifies the liability as current because, at the end of the reporting period,
it does not have an unconditional right to defer its settlement for at least twelve months after
that date.
AASB 101, paragraph 74

NEW BDO
PUBLICATIONS
The Audit section of our website includes a
range of publications on IFRS issues. Look for
the ‘Global IFRS Resources’ link which includes
resources such as:
• IFRS at a Glance – ‘one page’ and short
summaries of all IFRS standards
• Need to Knows – updates on major
IASB projects and highlights practical
implications of forthcoming changes
to accounting standards. Recent Need
to Knows include IFRS 15 Revenue from
Contracts with Customers - IFRS v US
GAAP Differences (Dec 2016), IFRS
16 Leases (July 2016), IFRS 9 (2014)
Financial Instruments – Classification and
Measurement (April 2015), IFRS 9 Financial
Instruments - Impairment of Financial Assets
(Dec 2014), IFRS 15 Revenue from Contracts
with Customers (Aug 2014) and Hedge
Accounting (IFRS 9 Financial Instruments)
(Jan 2014)
• IFRS in Practice – practical information
about the application of key aspects of
IFRS, including industry specific guidance.
Recent IFRS in Practice include IFRS 16
Leases (March 2017), IFRS 15 Revenue from
Contracts with Customers (Dec 2016), IFRS
15 Revenue from Contracts with Customers
- Transition (July 2016), IFRS 11 Joint
Arrangements (Feb 2016), IFRS 9 Financial
Instruments (Oct 2015), IAS 7 Statement
of Cash Flows (May 2014), Distinguishing
between a business combination and an
asset purchase in the extractives industry
(March 2014), IAS 36 Impairment of Assets
(Dec 2013) and Common Errors in Financial
Statements – Share-based Payment (Dec
2013)
• Comment letters on IFRS standard setting includes BDO comments on various projects
of international standard setters, including
Exposure Drafts and other Discussion
Papers, when it is considered that the issue
is significant to the BDO network and its
clients. Latest comment letters include IASB
ED 2017-01 Annual Improvements 20152017 Cycle, IASB ED 2016-01 Definition
of a Business and Accounting for Previously
Held Interestes - Proposed amendments
to IFRS 3 and IFRS 11, IASB ED 2015-08
IFRS Practice Statement: Application of
Materiality to Financial Statements, IASB ED
2015-3 Conceptual Framework for Financial
Reporting, IASB ED 2015-5 Proposed
amendments to IAS 19 and IFRIC 14, and IASB
ED 2015-1 Classification of Liabilities.
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REDUCTION OF TAX RATES FOR
SMALL BUSINESSES IS NOW LAW
(SUBSTANTIVE ENACTMENT)
On 9 May 2017, the Treasury Laws Amendment (Enterprise Tax Plan) Bill 2016 was passed through the House of
Representatives for a second time after various changes requested in the Senate in March 2017.
What are the changes?
One of the proposals in the 2016 Federal Government budget was to gradually reduce the company tax rate
from 30% (or 28.5% for small businesses) to 25% by 2027.
While the full package of company tax cuts were not accepted in the Senate by the Xenophone Team, after
some compromise, it was agreed that the corporate tax rate will reduce to 27.5% for companies carrying on a
business with an aggregate turnover* not exceeding:
• $10 million for the income tax year ending 30 June 2017
• $25 million for the income tax year ending 30 June 2018, and
• $50 million for the income tax year ending 30 June 2019.
*Aggregate turnover includes turnover of connected entities (including parent companies, subsidiary companies and
sister subsidiary companies)
Are these changes considered to be ‘substantively enacted’?
AASB 112 Income Taxes requires that tax rates be ‘substantively enacted’ at the end of the reporting period
in order to be able to use them in calculations for the entity’s current tax liability and deferred tax assets and
liabilities.
Although AASB 112 does not define what is meant by ‘substantively enacted’, in Australia it is generally accepted
that this means that the relevant Bill amending tax rates has passed through both Houses of Parliament.
Since the final approval for these amendments was given by the House of Representatives for a second time on 9
May 2017, it appears that that date is taken to constitute ‘substantive enactment’.
Which will be the first reporting periods to be impacted by these amendments?
Current tax liability
A reduction in corporate tax rates will only impact the measurement of current tax in the year in which the new
rate becomes effective, i.e. generally for tax years ending 30 June 2017.
Deferred tax assets and liabilities
Deferred tax assets and liabilities must be measured at tax rates that are expected to apply to the period when
the deferred tax asset is realised or the liability is settled. This means that deferred tax on temporary differences
must be recalculated using the new rate where assessable or deductible temporary differences are expected to
be settled or realised at the new rate.
Example
This example illustrates a simple scenario where it is easy to identify the financial year in which tax losses will be
recouped, and therefore the applicable tax rate for calculating the deferred tax asset. We anticipate that it will
not be this straightforward in practice.
Assume that ABC Limited has revenue of $40 million and $5 million of tax losses it expects to recover as
follows:
• $2 million during the year ending 30 June 2018
• $3 million during the year ending 30 June 2019.
ABC Limited will incur a 30% tax rate for the years ending 30 June 2017 and 30 June 2018, and 27.5% for the
year ending 30 June 2019.
As the tax rates were substantively enacted at 30 June 2017, ABC Limited will recalculate its deferred tax asset
for its year ending 30 June 2017 financial statements based on the timing of when it expects to recover the
deferred tax asset.
Prior to substantive enactment
ABC Limited tax losses at 30 June 2017

$5 million

Tax rate before substantive enactment

30%

Deferred tax before substantive enactment

$1.5 million
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The deferred tax asset is recalculated based on the timing when the tax losses are expected to be
recovered across both the 2018 and 2019 financial years. This results in a deferred tax asset of:

Tax losses expected to
be recovered

Year ending 30 June
2018

Year ending 30 June
2019

Total

$2 million

$3 million

$5 million

Expected tax rate

30%

27.5%

Deferred tax asset

$600,000

$825,000

$1,425,000

This results in a total deferred tax asset to be recognised in ABC Limited’s 30 June 2017 financial
statements of $1,425,000.
The $75,000 reduction in the deferred tax asset from $1.5 million to $1.425 million will impact
income tax expense, and it will also be a reconciling item in ABC Limited’s effective tax rate note in
its 30 June 2017 financial statements.
Which entities are likely to be impacted by the corporate tax rate reduction?
Large proprietary companies
Because the ‘large proprietary company’ test in s45A of the Corporations Act 2001 includes a
$25 million revenue threshold for lodging financial statements with the Australian Securities and
Investments Commission (ASIC), it is unlikely that large proprietary companies will benefit from the
reduced tax rate until at least 1 July 2018, unless they meet the ‘large’ test via the other two criteria
in s45A, i.e. number of employees and the ‘assets test’. In such cases, they would benefit from the
27.5% tax rate immediately if their aggregate turnover is $10 million or less, or from year ending 30
June 2018 if their aggregate turnover is $25 million or less.
Small proprietary companies
Small proprietary companies (with revenues less than $25 million under s45A) are only required to
lodge financial statements with ASIC in certain circumstances, in which case, the reduced rate must
be used for 30 June 2017 financial statements (and future year financial statements) in calculating
current and deferred taxes based on the relevant tax rate applicable in the year in which it expects
to recover the deferred tax asset.
Listed entities
In calculating current and deferred tax assets, listed entities whose revenue is below the thresholds
for reduced tax rates would also need to apply the reduced tax rates in their 2017, 2018 or 2019
financial statements, as applicable, based on the relevant tax rate applicable in the year in which it
expects to recover the asset.

NOT-FOR-PROFIT ENTITIES
(NFPS) TO RECOGNISE
PEPPERCORN LEASES ON THE
BALANCE SHEET
In February 2017 Accounting News we highlighted the requirements of the new income recognition
standard for NFPs, AASB 1058 Income of Not-for-Profit Entities.
One of the big impacts of the AASB 1058 requirements is that assets subject to peppercorn leases,
i.e. those with below-market payments, will be capitalised on the balance sheet, with a credit to
income.
Scope
AASB 1058 applies to transactions where the consideration to acquire an asset is significantly less
than fair value, principally to enable the not-for-profit (NFP) entity to further its objectives.
How does this apply to peppercorn leases?
Peppercorn leases are leases where the lease payments do not reflect the fair value of the property
being leased. In other words, the consideration paid by the lessee is significantly less than the fair
value.
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These arrangements typically occur in the NFP space, where
philanthropists may grant an NFP the right to use premises at peppercorn
(nominal) rentals. This results in the financial statements not reflecting
the true value of economic resources available to the NFP.
What types of entities would have peppercorn lease arrangements?
The following types of NFPs may have peppercorn lease arrangements:
• Schools leasing Crown land
• Schools leasing land owed by a religious order
• Sporting clubs from local councils
• Boat and yachting clubs from local councils
• Surf Lifesavers clubs, etc.
What does AASB 1058 require?
The standard sets out recognition and measurement requirements for
both the debit and credit side of transactions.
Debit entry
Assets (debit side) are recognised by applying other applicable Australian
Accounting Standards such as:
• AASB 9 Financial Instruments (e.g. for cash received)
• AASB 116 Property, Plant and Equipment (for PPE)
• AASB 138 Intangible Assets, and
• AASB 16 Leases.
Consequential amendments have been made to the respective standards
above so that assets are measured initially at fair value in accordance with
AASB 13 Fair Value Measurement where the consideration for the asset is
significantly less than fair value principally to enable the entity to further
its objectives.
AASB 16 has also been amended to explicitly require that if an NFP is the
lessee in a lease with significantly below-market terms and conditions,
principally to enable the entity to further its objectives, the right-of-use
asset is measured at fair value in accordance with AASB 13 Fair Value
Measurement.
Credit entry
Once assets have been recognised at fair value, the corresponding credit
entry could be made to:
• A contribution by owners
• Revenue (AASB 15 Revenue from Contracts with Customers)
• Lease liability (AASB 16 Leases)
• Financial instrument (AASB 9 Financial Instruments), or
• Provisions (AASB 137 Provisions, Contingent Liabilities and Contingent
Assets).
Any excess of the fair value of the asset recognised, over the credit entry
above is recognised immediately in profit or loss.
How does this impact the recognition and measurement of
peppercorn leases?
Currently, peppercorn leases for premises are usually classified as
operating leases under AASB 117 Leases and expensed as incurred at the
amount of the nominal lease payments.
AASB 1058 will require peppercorn leases to be recognised and measured
as follows:
1. The right-of-use asset will be recognised and measured at fair value
under AASB 13
2. A lease liability for the nominal peppercorn payments will be
recognised under AASB 16, and
3. The difference between 1 and 2 above will be recognised immediately
in profit or loss as income.
Action points
Valuations will need to be performed to establish the fair value at
transition date for the right-of-use asset subject to the peppercorn lease.

However, the Basis for Conclusions to AASB 1058 notes that:
• Fair value is only required at initial recognition or transition to measure
the right-of-use asset and is not required on an ongoing basis (i.e.
the right-of-use asset can continue to be recognised using the cost
model), and
• Valuations do not need to be performed by a professional valuation
expert.
Example 1 - Peppercorn leases – recognition after the effective date
of AASB 1058
Extracted and adapted from AASB 1058 Example 14
Background
School A, a not-for-profit school, was built on land leased to it by
Church B.
On 1 July 2020, Church B (the lessor) leases the land to School A (the
lessee) for a payment of $10 per year for 99 years (i.e. a peppercorn
lease).
On 1 July 2020:
• Present value of the remaining lease payments is $100
• Fair value of the right of use of the land is $2 million.
School A has a 30 June year end.
As there is a significantly below-market lease at inception of the lease,
School A identifies that the transaction is within the scope of AASB
1058.
School A determines that the peppercorn lease does not give rise to
a contribution by owners, a contract with customer under AASB 15, a
provision under AASB 137, or a financial instrument under AASB 9.
How should School A account for this peppercorn lease?
School A accounts for the peppercorn lease by recognising on 1 July
2020:
• A right-of-use asset for the land of $2 million
• A lease liability under AASB 16 of $100, and
• The difference between the fair value of the right-of-use asset ($2
million) and the lease liability ($100) as income.
Accounting treatment
The journal entry for the accounting on commencement date of the
lease (1 July 2020) is:
DR

Right-of-use asset - land

CR

Lease liability
CR Income

$2,000,000
$100
$1,999,900
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Example 2 - Peppercorn leases – accounting on transition – first time adoption of AASB 1058
Extracted and adapted from AASB 1058 Example 14
Background
School A, a not-for-profit school, was built on land leased to it by Church B.
Church B (the lessor) leases the land to School A (the lessee) for a payment of $10 per year for 99 years (i.e. a
peppercorn lease).
The following information is relevant:
On 1 July 2018:
• The present value of the remaining lease payments is $110.
• The fair value of the right of use of the land is $2.1 million.
On 1 July 2019:
• The present value of the remaining lease payments is $100.
• The fair value of the right of use of the land is $2 million at 1 July 2019.
School A has a 30 June year end.
Prior to applying AASB 1058, School A had not previously recognised a right-of-use asset for land or a lease
liability.
School A determines that the peppercorn lease does not give rise to a contribution by owners, a contract with
customer under AASB 15, a provision under AASB 137, or a financial instrument under AASB 9.
Modified retrospective approach on transition
If School A elects to apply the modified retrospective approach permitted on transition to AASB 1058, it
does not restate comparatives in first year of adoption, but makes adjustments on 1 July 2019 via opening
balances of its accumulated surplus.
How should School A account for the peppercorn lease on transition to AASB 1058 in its 30 June 2020
financial statements?
School A accounts for the peppercorn lease in accordance with the transition requirements of AASB 1058 by
recognising:
• The right-of-use asset for the land as at 1 July 2019 at the fair value of $2 million
• The lease liability under AASB 16 of $100 (this accounting treatment is unaffected by AASB 1058), and
• The difference between the fair value of the right-of-use asset ($2 million) and the lease liability ($100) as
an adjustment to the opening balance of School A’s accumulated surplus as at 1 July 2019.
Accounting treatment
The journal entry for the accounting on transition date (1 July 2019) is:
DR

Right-of-use asset - land

CR

Lease liability

$2,000,000
$100

CR Opening accumulated surplus

$1,999,900

Full retrospective approach on transition (applying AASB 108)
If School A elects to apply the full retrospective approach on transition to AASB 1058, it must restate
comparatives in the first year of adoption.
How should School A account for the peppercorn lease on transition to AASB 1058 in its 30 June 2020
financial statements?
School A accounts for the peppercorn lease in accordance with the transition requirements of AASB 1058 by
recognising:
• The right-of-use asset for the land as at 1 July 2018 at the fair value of $2.1 million
• The lease liability under AASB 16 of $110 (this accounting treatment is unaffected by AASB 1058), and
• The difference between the fair value of the right-of-use asset ($2.1 million) and the lease liability ($110)
as an adjustment to the opening balance of School A’s accumulated surplus as at 1 July 2018.
Accounting treatment
The journal entry for the accounting on transition date (1 July 2018) is:
DR

Right-of-use asset - land

CR

Lease liability
CR Opening accumulated surplus

$2,100,000
$110
$2,099,890

Comparatives for the year ending 30 June 2019 will then be restated as follows:
• Lease liability – to reflect the $10 peppercorn lease payment
• Profit or loss – to reflect the amortisation of the right-of-use asset over 99 years (1 year’s amortisation
expense) as well as interest expense on the lease liability (although not material in this case).
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AASB ISSUES AGENDA
DECISION ON
MATERIALITY OF KMP
TRANSACTIONS IN THE
PUBLIC SECTOR
The Australian Accounting Standards Board recently issued an agenda
decision on the assessment of materiality of key management personnel
(KMP) related party transactions of not-for-profit public sector entities.
AASB 2015-6 Amendments to Australian Accounting Standards – Extending
Related Party Disclosures to Not-for-Profit Public Sector Entities extends
the scope of related party disclosures to include not-for-profit public
sector entities for 30 June 2017 financial statements. Concerns were
raised with the AASB about how AASB 124 Related Party Disclosures
would operate for the public sector.
The AASB decided not to add the issues raised to its agenda because it
noted that:
• AASB 101 Presentation of Financial Statements already contemplates
that specific disclosures are not generally required if the information is
not material (i.e. would not influence users’ decision making)
• It expects preparers to apply judgement when deciding whether a
related party disclosure is material or not, and
• Preparers should establish the complete population of types of related
party transactions that may have occurred, and then assess which of
those are not material, could be material, and will likely be material,
and then apply judgement to determine the extent of information
needed to be collected.
Please refer to the agenda decision for further guidance on the rationale
for determining which related party transactions of not-for-profit public
sector entities would be material.
The agenda decision is in response to concerns raised about how to apply
materiality to these transactions.

GUIDANCE FOR
SUPERANNUATION
ENTITIES APPLYING
NEW ACCOUNTING
STANDARD AASB 1056
SUPERANNUATION
ENTITIES FOR THE
FIRST TIME
AASB 1056 Superannuation Entities is a new accounting standard to
replace its long standing predecessor AAS 25 Financial Reporting by
Superannuation Plans.
AASB 1056 applies for the first time to 30 June 2017 financial years. It
applies to superannuation entities regulated under:
• The Superannuation Industry (Supervision) Act 1993
• Similar legislative requirements, in the case of exempt public sector
plans, and
• Approved Deposit Funds (ADFs).
Resources
The Australian Accounting Standards Board (AASB) has produced
guidance on this topic, including frequently asked questions (FAQs).
CPA Australia has also produced a Fact Sheet on this topic.
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NARROW SCOPE AMENDMENTS
PROPOSED TO AASB 9 TO
ALLOW FINANCIAL ASSETS
WITH PREPAYMENT OPTIONS
TO BE MEASURED AT
AMORTISED COST
Current position
Early prepayment of a financial asset before
maturity can sometimes jeopardise the
instrument being measured at amortised cost
(if business model is ‘hold to collect’) or fair
value through other comprehensive income
(FVTOCI) (if business model is ‘hold to collect
and sell’) because the settlement amount
may include compensation other than solely
payments of principal and interest (SPPI test).
AASB 9 Financial Instruments currently permits
financial assets with early prepayment options to
be measured at amortised cost or FCTOCI, if:
• The business model is ‘hold to collect’, and
• The contractual terms permit early
repayment by either party before maturity,
at an amount that represents substantially
the unpaid amounts of principal and
interest.
The early repayment may include a reasonable
amount for additional compensation for the
early termination of the contract.
What are the proposed changes?
Exposure Draft ED 279 Prepayment Features
with Negative Compensation proposes a narrow
scope amendment to AASB 9 to extend the
exemption for early repayment to cases where
compensation could be a variable amount
(more or less than unpaid amounts of principal
and interest), such as:
• The instrument’s current fair value, or
• An amount that reflects the remaining
contractual cash flows discounted at the
current market interest rate.
How did the proposed change come about?
The IFRS Interpretations Committee (the
Interpretations Committee) was asked to
clarify whether a debt instrument could meet
the SPPI test if its contractual terms allowed
early repayment on variable terms as described
above.

In some cases, the lender could land up
accepting substantially less than the unpaid
amounts of principal and interest, which
in effect means that the lender makes a
payment to the borrower for early settlement
(rather than the other way around) even
though the borrower chose to terminate the
contract early.
If current principles in AASB 9 were applied
in this case, the SPPI test would fail, meaning
that the instrument would be required to be
measured at fair value through profit or loss
rather than amortised cost or FVTOCI.
The Interpretations Committee recommended
to the International Accounting Standards
Board (IASB) that AASB 9 be changed so that
such instruments could be measured either
by amortised cost or FVTOCI, and the IASB
have accordingly proposed these narrow scope
amendments in this Exposure Draft.
When would these changes be effective?
The IASB is proposing that these changes will
be effective at the same time as AASB 9, i.e. for
annual periods beginning on or after 1 January
2019.
Comments due
There is only a 30 day comment period
because the amendments are narrow in scope
(they only impact entities holding prepayable
financial assets), and urgent (there would be
significant benefits to these entities if the
amendments were finalised before the effective
date for AASB 9).
Comments are therefore due to the Australian
Accounting Standards Board by 17 May 2017
and the IASB by 24 May 2017.
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FOR MORE INFORMATION

COMMENTS SOUGHT ON
EXPOSURE DRAFTS

ADELAIDE
PAUL GOSNOLD
Tel +61 8 7324 6049
paul.gosnold@bdo.com.au

At BDO, we provide comments locally to the Australian Accounting Standards Board (AASB) and
internationally to the International Accounting Standards Board (IASB). We welcome any client
comments on exposure drafts that are currently available for comment. If you would like to provide
any comments please contact Wayne Basford at wayne.basford@bdo.com.au.
DOCUMENT

PROPOSALS

ED 277 Reduced
Disclosure
Requirements for Tier
2 Entities

Proposes:
• A new set of principles used to
determine Tier 2 RDR disclosures
• Updated RDR disclosures as a
result of applying these updated
principles, and
• A new approach to presenting RDR
disclosures – as an appendix rather
than as ‘greyed out’ text in the body
of the accounting standards.

COMMENTS DUE
TO AASB BY
26 May 2017

No changes are proposed to the types
of entities able to report using RDR.
ED 278 Improvements Proposes various amendments to AASB 23 June 2017
to AASB 8 Operating
8 Operating Segments as part of the
Segments
IASB’s post-implementation review of
IFRS 8, including:
• Clarifying the function of the chief
operating decision maker (CODM)
• Requiring disclosure of the title and
role of the CODM
• Requiring an explanation if
segments differ between the
financial statements and other parts
of the annual reporting package
• Adding examples of similar
economic characteristics when
assessing whether the aggregation
criteria have been met
• Clarifying that segment information
in addition to that reviewed by, or
regularly provided to, the CODM
can be disclosed if it meets the core
principles
• Clarifying that information on
reconciling items must be given
with sufficient detail to enable users
to understand the nature of the
reconciling items, and
• Amending AASB 134 Interim Financial
Reporting to require companies
changing segments to provide
restated segment information for
all prior interim periods earlier than
they currently do.
ED 279 Prepayment
Proposes to make narrow-scope
17 May 2017
Features with
amendments to AASB 9 Financial
Negative
Instruments to allow instruments with
Compensation
symmetric prepayment options to be
measured at amortised cost. The IASB
is planning to issue the amendments in
time for the mandatory effective date
of IFRS 9 in January 2018.
ITC 35 Disclosure
In this next step in the IASB’s Disclosure 4 September 2017
Initiative – Principles Initiative project, this Discussion Paper
of Disclosure
seeks to establish clear principles
governing what, how and where
information should be disclosed in the
financial statements. The proposals
include:
• Seven principles of effective
communication for entities
preparing financial statements
• Possible approaches to improve
the disclosure objectives and
requirements in IFRS Standards, and
• Principles of fair presentation and
disclosure of performance measures
and non-IFRS information in
financial statements, to ensure that
such information is not misleading.

COMMENTS DUE
TO IASB BY
N/A
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